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BEFORE THE ARIZONA CORPORATION COMMISSION 
Arizona Corporation Commission 

COMMISSIONERS DOCKETED 
APR 2 0 2006 JEFF HATCH-MILLER, Chairman 

WILLIAM A. -ELL 
MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

IN THE MATTER OF THE APPLICATION FOR 
EMERGENCY INTERIM RATE RELIEF FOR 
MIRACLE VALLEY WATER COMPANY, INC., 
COCHISE WATER COMPANY, HORSESHOE 
RANCH WATER COMPANY, CRYSTAL WATER 
COMPANY, MUSTANG WATER COMPANY, 
SIERRA SUNSET WATER COMPANY AND 
CORONADO ESTATES WATER COMPANY, 
OWNED BY JOHNNY A. MCLAIN. 

DOCKET NO. W-0 1646A-06-0010 
W-01868A-06-0010 
‘W-02235A-06-0010 
W-023 16A-06-0010 
W-0223OA-06-0010 
W-01629A-06-0010 
W-02240A-06-0010 

DECISION NO. 68667 

OPINION AND ORDER 

>ATE OF PUBLIC COMMENT: 

’LACE OF PUBLIC COMMENT: 

>ATE OF HEARING: February 28,2006 

’LACE OF HEARING: Tucson, Arizona 

WMINISTRATIVE LAW JUDGE: 

N ATTENDANCE: 

WPEARANCES: 

February 2 1,2006 

Sierra Vista, Arizona 

Jane L. Rodda 

Kristin K. Mayes, Commissioner 

Timothy Edwards, Executive Director, Arizona 
Small Utilities Association, Interim Manager for 
the McLain Systems; 

Stephen A. Cockrum, In propria persona, 
Intervenor; and 

Jason Gellman, Staff Attorney Legal Division, 
on behalf of the Utilities Division of the Arizona 
Corporation Commission. 

DY THE COMMISSION: 

* * * * * * * * * * 
Having considered the entire record herein and being fully advised in the premises, the 

uizona Corporation Commission (“Commission”) finds, concludes, and orders that: 

Wane\RATESV006\McLain Emergency Rate 0rder.doc 1 
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T NO. W-O1646A-06-0010 ET AL 

FINDINGS OF FACT 

1. On January 6, 2006, the Arizona Small Utilities Association of Arizona (“ASUA”), 

interim manager for Miracle Valley Water Company, Inc. (“Miracle Valley”), Cochise Water Co. 

(“Cochise”), Horseshoe Water Company (“Horseshoe Ranch”), Crystal Water Company 

(“Crystal”), Mustang Water Company (“Mustang”), Coronado Estates Water Company (“Coronado 

Estates”), and Sierra Sunset Water Company (“Sierra Sunset”), (collectively the “McLain Systems” 

or “Systems”), filed an application for emergency rate relief for the McLain Systems. 

2. The McLain Systems vide water utility service to approximately 1,300 customers 

in Cochise County, Arizona. 

3. The Commission granted intervention to Stephen Cocknun, a customer of the 

Horseshoe Ranch system, on February 2,2006. 

4. By Procedural Order dated February 2, 2006, the matter was set for public comment 

on February 21, 2006 in Sierra Vista, Arizona and for hearing on February 28, 2006, at the 

Commission’s offices in Tucson, Arizona. 

5 .  On February 10, 2006, AUIA mailed notice of the hearing to all of its customers. 

ASUA also caused the notice to be published in the local newspaper and emailed copies to those 

xstomers who have provided an email address. 

6. The Commission received several written comments and heard public comment from 
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DOCKET NO. 1646A-06-00 10 ET AL 

On October 23, 2003, Johnny and Linda McLain, the Respondents in the OSC action, 

filed with the Commission a Notice of Bankruptcy, indicating that on July 30, 2003, McLain had 

filed for relief under Title 1 1 of the United States Code, initiating a Chapter 13 proceeding. 

10. Among others things, Decision No. 6 1 authorized Staff to appoint an Interim 

Manager for the McLain water systems. On May 17, 2004, the Bankruptcy Court granted limited 

relief from the automatic stay, and found that the Commission had authority to appoint an interim 

manager to ensure the safe and reasonable operation and management of the McLain Water Systems. 

g the McLain Systems as interim manger in July 2004. 

tcy Court in In re Joh ny A. McLain, et al., Case No. 4-03-bk-04125- 

TUC-EWH, approved an Asset Purchase Agreement that sets the value of the McLain Water Systems 

xt $1,000,000, but provided that the price is subject to adjustment depending on the rate base value 

:stablished by the Commission. 

ipproved a reconstruction cost new value for the McLain Systems of $696,752. 

In Decision No. 68412 (January 23, 2006) the Commission 

12. The McLain Systems are in serious disrepair. All of the systems have suffered from 

iumerous, and often lengthy outages. As reported in the recent rate base docket W-O1646A-05-0506, 

nost of the wells were drilled originally as domestic wells which have small diameter casings and 

were drilled to limited depths. he only systems with storage tanks and booster pumps are the 

Zochise and Horseshoe Ranch s s; the other five systems rely on the well pump to pressurize the 

causes the we 

e pressure tanks are leaking at the welds andor have patches 

y hazard. Many of the well sites are not fenced and 

ty of the pipe installed is Poly Vinyl Chloride (“PVC”) irri 

ystems. Some of the very old pipe 

use. Much of the location of the piping is 

appears that much of the 

unset system has no of a CC&N and has no 

Systems are chlorinated, which is serious because the 

rone to microbial cont 

3 DECISION NO. 68667 
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68412 (January 23,2006). 

13. Because of th ssion established a hook-up 

moratorium for the McLain Systems in Decision No. 68272 (November 8, 2005). That order 

indicates that the needed capital improvements to bring the Systems into compliance, and providing 

safe and reliable water, total between $750,000 and $1,250,000. 

14. The McLain Systems have experienced negative cash flow since at least the time 

ASUA was appointed interim manger. For the nine-month period ending September 30, 2005, there 

was a negative cash flow of approximately $30,000. Estimates for the year ended 2005 indicate the 

negative cash flow will be $40,000. The accounts payable for the McLain Systems totaled 

approximately $96,000 as of year end 2005.’ Several vendors will no longer offer materials or 

services to ASUA because there has not been sufficient cash flow to pay them for past services. The 

inability to contract with local vendors has hampered ASUA’s ability to make needed repairs in a 

timely and cost efficient manner. ASUA has forgone receipt of its interim management fees for 

several months. 

15. Based on an estimated annual operating cash flow deficiency of almost $40,000, a 

need to pay down an accounts payable of nearly $100,000 as of year end 2005, and a need for 

$50,000 for repairs in the next twelve months, AUSA estimated a need to increase cash flow by 

$1 1,700 per month. ASUA requested a surcharge of $9.00 per meter, calculated as follows: 

Current Estimated Annual Operating Cash Shortfall 

Amortization of Accounts Payable over 24 months 

System Improvements for 12 mont 
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h of the McLain Systems has a s arate rate structure: 

Gallons included Commodity 
Company Monthly Charge in minimum charge per 1 .OOO gal. 

Cochise $20.00 2,000 $3.00 

Horseshoe $17.00 1,000 $3 .OO 

Miracle Valle $10.00 2,000 $1.00 

$12.00 2,000 $2.25 

1,000 $2.50 

2,000 $2.25 

a h  Systems do not have the ability to raise additional equity or borrow more 

capital improvements . 

to Attorney General Opinion No. 71-17, interim or emer 

)roper when either all or any one of the following conditions occur: when sudden change brings 

iardship to a Company; when the Company is insolvent; or when the condition of the Company ’ 

;uch that its ability to maintain service pending a formal rate determination is in serious doubt. 

onnections QII the Sierra Sunset system 

68667 5 DECISION NO. 
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Accounts, and maintaining separate books and records for each of the seven systems; 

(f) Requiring ASUA to maintain a separate bank account in which it will deposit and 

withdraw all funds received pursuant to the System Improvement Surcharge; 

(g) Requiring ASUA to file monthly reports with Docket Control, in Docket W- 

01642A-06-0010, as a compliance item in this matter, detailing how the System Improvement 

Surcharge funds were spent, on which of the seven Systems the money was spent, and a report of the 

remaining amounts due on accounts payable; 

(h) Requiring that to the best of its ability, ASUA apply the SIS funds, on a pro rata 

basis to each of the systems to correct water outages as they occur, pay debts to local vendors and 

make system improvements; 

(i) Requiring ASUA to post a form of security in the amount of $10 to the Utilities 

Division; and 

(i) Requiring the filing of a general rate case no later than March 15, 2007, using a 

2006 test year. 

20. Intervenor Cockrum believes that given the different rate structures of the seven 

systems, and consequently the different revenue contributions each makes to the consolidated system, 

a uniform surcharge placed on every meter is not equitable. Mr. Cockrum advocated an alternate rate 

proposal that established a uniform rate structure with a minimum monthly charge of $17.00 per 

meter with no gallons included in the monthly charge, and a commodity charge of $2.25 per 1,000 

gallons for usage from 1 to 9,999 gallons, $2.50 per 1,000 gallons for usage from 10,000 to 49,999 

gallons; $3.00 per 1,000 gallons for usage be 

Zallons for usage from 75,000 gallons and ab0 

21. Mr. Cockrum believes that the situation at Sierra Sunset with no met 

68667 
DECISION NO. 
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each system, a profit and lo 

Mr. Cockrum also recommends that the interim manager create and publish a newsletter. 

statement for each system, and a detailed plan for repairs and upgrades. 

23. Mr. Cockrum further rec the operator solicit participation in an “Audit 

Committee” to be comprised of at least one consumer of each system, a representative of the 

operator, and one or more representatives of the Commission and ADEQ. This proposed committee 

would review the performance and operations of the water companies and offer suggestions or 

ions to the operator in an effort to improve performance. 
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flexible way of recovering the cash flow deficiency until 

iuditable operating records. Mr. Co 

nformed, are well intentioned and understandable, but are likely to increase operating costs or take 

ialuable management time away from correcting system inadequacies. The monthly reports filed by 

he interim manager pursuant to Staffs recommendations will be available to consumers via the 

:ommission’s website. Further, we encourage ASUA to keep the McLain System consumers 

nformed to the best of its ability of planned improvements or scheduled outages through use of its 

Nebsite, email, or other means of communication. 

28. Staffs recommendations above comply with the law concerning the Commission’s 

tbility to implement interim rates, and, we believe that a bond of $10 is adequate under the 

:ircumstances of this case. 

CONCLUSIONS OF LAW 

1. The McLain Systems are public service corporations pursuant to Article XV of the 

lrizona Constitution and A.R.S. §§ 40-250 and 40-251. 

2. 

he application. 

3. 

4. 

The Commission has jurisdiction over the McLain Systems and the subject matter of 

Notice of the application was provided in accordance with the law. 

The McLain Systems are facing an “emergency” within the definition set forth in 
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and Sierra Sunset Water Company. 

IT IS FURTHER ORDERED that the surcharge approved herein shall be interim and subiect 

to refund pending resolution of a permane 

IT IS FURTHER ORDERED that the Arizona Small Utility Association, or the hture owner 

of the McLain Systems, shall file an application for a permanent rate increase no later than March 15, 

2007, using a 2006 test year. 

IT IS FURTHER ORDERED that the above rates and charges shall be effective for all service 

provided on and after May 1,2006. 

IT IS FURTHER ORDERED that the Arizona Small Utility Association shall post a bond in 

he amount of $10 prior to the implementation of the i 

IT IS FURTHER ORDERED that the Ariz Association shall notify its 

15 days of the effective date xstomers of the rates authorized herein and their e 

if this Order. 

IT IS FURTHER ORDERED that the Arizona Small Utility Association, and any future 

)mer  of the McLain Systems, shall maintain the books and records of the McLain Systems in 

iccordance with the National Association of Regulatory Utility Commissioners’ Uniform system of 

iccounts, and shall maintain separate books and records for each of the seven systems. 

IT IS FURTHER ORDERED that the Arizona Small Utility Association, and any future 

r of the McLain Systems, shall maintain a separate bank account in which it will deposit and 

vithdraw all hnds 

IT IS FURTHE 
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IT IS FURTHER ORDERED that the Utilities Division shall audit the SIS fund expen 

on an annual basis and the results 

year, beginning April 1, 2007. 

infrastructure. 

e audit shall be filed with the Commission on April 1 of each 

audit shall include an on-site visit to review records and 

IT IS FURTHER ORDERED that the Arizona Small Utility Association, or any future owner 

of the McLain Systems, and Commission Staff shall work together to devise a priority list of system 

improvements . 
IT IS FURTHER ORDERED that Miracle Valley Water Company, Inc., Cochise Water Co., 

Horseshoe Ranch Water Company, Crystal Water Company, Mustang Water Company, Coronado 

Estates Water Company, and Sierra Sunset Water Company shall annually file as part of its annual 

report, an affidavit with the Utilities Division attesting that the companies are current in paying their 

property taxes in Arizona. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

ZOMMIS SIONER 
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SERVICE LIST FOR: MIRACLE VALL WATER COMPANY, INC. 
COCHISE WATER CO. 
HORSESHOE RANCH WATER COMPANY 
CRYSTAL WATER COMPANY 
MUSTANG WATER COMPANY 
CORONADO ESTATES WATER COMPANY 
SIERRA SUNSET WATER COMPANY 

W-O1646A-06-0010 
W-01868A-06-0010 
W-02235A-06-0010 
W-023 16A-06-0010 
W-02230A-06-0010 
W-0 1629A-06-0010 
W-02240A-06-0010 

Timothy A. Edward 
Arizona Small Utilities Association 
2 10 N. Central, Suite 6B 
4vondale, Arizona 85323 
hterim Manager for the McLain Systems 

Steven L. Wene, Esq. 
MOYES STOREY 
1850 North Central Ave., #1100 
'hoenix, AZ 85004 

Stephen A. Cockrum 
5328 Corral Drive 
lereford, Arizona 856 15 

2hristopher Kempley, Chief Counsel 
AEGAL DIVISION 
lrizona Corporation Commission 
.200 W. Washington Street 

3rnest Johnson, Director 
Jtilities Division 
lrizona Corporation 

DECISION NO. 




